“he Real [state 
ANALYST DECEMBER 14 


MORTGAGE BULLETIN 


Volume XXV C) by ROY WENZLICK & CO. 1956 





Number 59 


Real C stale Fett. Appraissrs and ( counselors 


MORTGAGE PROSPECTS FOR 1957 


S 1956 draws rapidly toa close, tight c re dit continues to dominate the 
A mortgage scene. This fact was underscored again during the past fort- 

night or so in severai different sectors of the money market. OnDecem- 
ber 10, for example, dealers in bankers’ acceptances, for the fourth time since 
mid-November, hiked their rates by 1/8 percentage point in an effort to whet 
investment interest. At their current levels, these short-term securities, which 
compete directly with 90-day U. S. Treasury bills, offer the highest yields since 
the bank holiday of 1933. 


Similarly, the Board of Governors of the Federal Reserve System not long 
ago increased the maximum interest rate that may be paid by commercial banks 
on savings and time deposits to 3%, the first move of its kind in more than two 
decades. Finally, in the field of home finance itself, the effects were clearly 
visible. In the secondary market for FHA-insured home mortgages, prices on 
November 1 averaged 964, compared with 96. 7 on October 1 and 98. 2 on January 
1. Again, FHA, early this month, raised its rate onSection 203 one- to four-family 
home mortgages to 5% (on multifamily dwelling liens from 4-1/4 to 44%). 


These dramatic happenings, naturally enough, have captured the financial 
headlines. At the same time, lenders would do well to note less obvious, but 
possibly more significant, trends that are shaping up in the realm of credit. For 
while nobody can gauge their strength or duration, they clearly represent forces 
which, in terms of demand and supply alike, are working in the opposite direction. 


As to demand, the latest statistics on business loans are provocative. The 
last 6 months of the calendar year, of course, is traditionally a time of heavy 
borrowing. While 1956 has proved no exception in this respect, the seasonal 
increase in loans, in most parts of the country, has tended to lag behind year-ago 
marks. Thus, since the end of June, in banks in 93 leading cities outside of 
New York, business loans have risen by only $617 million, compared with more 
than $1.5 billion in the corresponding months of 1955. Even in New York City, 
with its concentration of large banks and large borrowers, loan expansion lately 
has shown signs of slackening. 


On the supply side, two shifts are noteworthy. For one thing, the closing of 
the Suez Canal has led to heavy foreign buying of U. S. dollars, primarily to ac- 
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quire oll. As a consequence, this country’s store of gold has begun to mount. 
In the week ending December 5, according to official statistics, the U. S. mone- 
tary gold stock rose by $100 million, sharpest weekly gain in several years. 
Such an inflow, of course, can support a $600 million expansion in bank credit. 
At the same time, the Federal Reserve Board, far from stepping harder on the 
brakes, as Wall Street rumor had it, quietly has been easing up on them a bit. In 
the 5 weeks ending December 5, the FRB pumped $675 million into the banking 
system, against $53 million in the like year-ago period. In the latest reported 
week alone, it supplied $169 million in fresh reserves. 


Owing largely to these factors, some fixed-income obligations in mid-December 
were showing signs of firming. Several utility companies this week have raised 
long-term money at slightly lower cost than they would have incurred a month ago. 
Some municipal and corporate securities have turned upward for the first time in 
many weeks. Whether the rise will continue, or, as has happened so often be fore, 
give way to a fresh decline, nobody can predict. In any case, however, it’s im- 
portant to realize that the money market is no longer a one-way street, and, as 
one keen observer put it the other day, “When the turn-around in bond prices does 
come about, it may prove to be a dramatic one wherein investors will sit back and 
view the price climb with a dismay as great as that with which they have vie wed 
the long decline. ’ 


Be that as it may, mortgage yields of late have grown sweet enough to attract 
some new institutional investors, notably pension trust funds, into the field. The 
other day the FHA designated the International Brotherhood of Electrical Workers 
as an ‘approved mortgagee.’ The union is conte mplating an investment of approxi- 
mately $10 million per year. Earlier this fall the powerful International Ladies 
Garment Workers Union signed a contract with the Chase Manhattan Bank in New 
York, calling for the investment of $20 million in VA loans. Finally, the New 
York State Employees Retirement System recently bought a $7.4 million Title 
Vil lien covering a military housing project in Fort Lee, Virginia. 


While such moves, to date at least, have been cautious, they could well be 
the forerunner of a sizable expansion of the mortgage market. In this connection, 
some figures presented by Esmond B. Gardner, vice president of the Chase Man- 
hattan Bank, to the Mortgage Bankers Association of America are eye-opening. 
According to Mr. Gardner, more than $15 billion now is held in pension trusts, 
while their annual contributions exceed $2 billion. Of this huge sum, not more 
than $150 million, or less than 1% of total assets, has been invested in mert- 
gages. Some authorities believe that a reasonable percentage would be 15-29. 
“However,” Mr. Gardner pointed out, ‘if even half of the present pension funds 
were to utilize mortgages to the extent of 20%, the investment would exceed $14 
billion of accumulated assets plus an additional $200 million annually in the future.” 


For the foreseeable future, to be sure, established lenders will continue to 
furnish the vast bulk of mortgage funds. In this connection, the position of the 
savings and loan associations, the largest home financing group of all, is worth 
closer scrutiny. In the fall of last year, as noted here at the time, the resources 
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of the savings and loan industry grew ‘increasingly stretched, not to say strained.” 
Member borrowings from the Federal Home Loan Bank Board spurted to an un- 
precedented $1.4 billion, up from only $700 million at the start of the year. Since 
then, at the behest of both Government officials and industry leaders, the associ- 
ations have curtailed their lending operations. In the first 10 months of 1956, to 
illustrate, mortgage loans made by all S & L’s totaled some $9 billion, 9% below 
the record volume in the like 1955 period, the first year-to-year decline in over 
a decade 


At the same time, the associations, looking to their liquidity, paid off a big 
chunk of what they owe to their Fed. As of October 31, 1956, FHLBB advances 
stood at $1, 148 million, off some $275 million, or nearly 20%, from the peak. 
Some savings and loans have trimmed their indebtedness even more sharply. 


In the apt phrase of Norman Strunk, executive vice president of the U. 8S. 
Savings and Loan League, the associations this year have had “to take a breather.” 
Next year he expects their loan volume to increase. A similar view was ex- 
pressed recently by Albert J. Robertson, new chairman of the Federal Home 
Loan Bank Board. In token of this belief, the Board in late September authorized 
an increase of 25% in the borrowing limits of its members, a step which could 
make $850 million of additional credit available throughout the FHLB system. In- 
terestingly, in the month of October alone, for the first time in 1956, home lend- 
ing by the savings and loan associations ran fractionally ahead of the year-ago 
mark 


Meanwhile, although Congress does not convene for another few weeks, the 
legislative pot already has begun to bubble. In terms of measures affecting hous - 
ing and home finance, at any rate, the coming session promises to be a highly 
controversial one. In fact, the battle lines already are being drawn over the VA 
lending program. Pegged at 45% by statute, VA home loans today obviously are 
noncompetitive - the Federal National Mortgage Association recently lowered its 
bid from 96 to 94 on such liens (and it now buys only those made within 4 months 
of FHA-VA underwriting). Elsewhere the discounts run several points higher. 
Hence HHFA and FHA officials have indicated that they will ask the lawmakers 
for an early upward adjustment in the VA mortgage rate. 


The latter agency, however, and some influential Congressmen, have revealed 
their opposition to sucha move. They are expected to press instead for an ex- 
panded program of direct Government loans to veterans. Also afoot is the ingen- 
ious plan, put forward at the last session, to authorize the use of part of the $5. 5 
billion Nationa! Service Life Insurance Fund for mortgage lending purposes. This 
scheme, of course, would constitute virtually a direct pipeline to the U. 5. 
Treasury 


Nor is this the only pipeline project under consideration. Another, and one 
more likely to reach fruition, involves FNMA. Though few observers yet have 
realized it, the agency currently is operating at a rate rivaling that of its palmiest 




















days under the Truman Administration. In the week ending November 30, to illus- 
trate, it bought nearly $33 million worth of mortgages, and approved the purchase 
of $42.7 million more. Both figures, by the way, reached all-time highs. 


To finance such secondary market operations, FNMA is authorized to borrow 
up to ten times its capital (consisting of some $93 million of preferred stock 
owned by the Treasury and $13 million of common stock owned by private invest- 
ors), or roughly $1 billion in all, either from the money market or from the 
Treasury. It has sold $200 million worth of its own debentures to investors. 
However, its heavy buying in recent weeks - termed * liberal and reckless’ by 
some lenders - has placed it increasingly in thrall to the Treasury, to the tune 
of more than $200 million at latest reckoning. At its current rate of buying, 
moreover, FNMA will be out of funds by the end of March 


Accordingly, the Administration is hatching a plan whereby the Treasury, by 
buying a new block of Fannie Mae preferred stock, would increase the agency’s 
capital and, thereby, its borrowing capacity. This is admittedly an ingenious 
idea. At the same time, it probably would end all hope of one day turning Fannie 
Mae into a privately owned secondary mortgage market. It would also goa long 
way toward changing the agency from a lender of last resort to a politically moti- 
vated primary source of home finance. 


All the above gives added point to the forebodings voiced recently by Lindell 
Peterson, past president of the Mortgage Bankers Association of America. Mr. 
Peterson observed the other day: “Each annual housing bill sees new efforts 
made, and usually to some degree successfully made, to insulate mortgage credit 
from the forces of the market, and in the name of public welfare, economic sta- 
bility or plain political expedience to make the advancement of mortgage credit a 
matter of Government determination rather than of private decisions. There 
has never been a reversal of this trend. There has rarely been a check in its 
course.” Lenders would do well to ponder these words 

















